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FOREWORD 



Focus: International Economics is the latest vol- 
ume in a new generation of National Council on 
Economic Education (NCEE) publications, dedi- 
cated to increasing the economic literacy of all 
students. The Focus publications, the center- 
piece of NCEE s comprehensive Economics- 
America program, build on almost five decades 
of success in delivering economic education to 
Americas students. 

The Focus series is innovative, using econom- 
ics to enhance learning in subjects such as histo- 
ry, geography, civics, and personal finance, as 
well as economics. Activities are interactive, 
reflecting" the belief that students learn best 
through active, highly personalized experiences 
with economics. Applications of economic under- 
standing to real-world situations and contexts 
dominate the lessons. In addition, the lessons 
are correlated to NCEE s Voluntary National 
Content Standards in Economics and A 
Framework for Teaching the Basic Economic 
Concepts. 

Focus: International Economics highlights and 
examines basic concepts and issues in interna- 
tional economics. The 20 lessons presented are 
organized around several major content themes: 
international economics, global production and 
competition, exchange rates and issues in inter- 
national finance, free trade vs. protectionism, 
international economic development, and eco- 
nomic systems. Student activities focus on such 
topics as: why people and nations trade, inter- 
preting trade data, trade barriers, balance of 
payments, where to locate a factory, foreign cur- 
rency and exchange rates, should developing 
countries have free trade, the debate over 
NAFTA, and privatization around the world. 

The development of this publication was 
undertaken as part of the International 
Education Exchange program funded by the 
United States Department of Education, Office 
of Educational Research and Improvement 
under PR Grant #R304A70001. The National 



Council on Economic Education extends its deep 
appreciation to the Department of Education for 
its support of this program, in particular, OERI 
program officer, Dr. Ram Singh. We are also 
grateful that the United States Congress had the 
foresight to realize the need for economic educa- 
tion in the emerging market economies and the 
vision to see how an international exchange pro- 
gram such as this could benefit U.S. students 
and teachers. 

Support for the development of this publica- 
tion was also provided by the Purdue University 
Center for International Business and Education 
Research, and the Indiana Council for Economic 
Education. NCEE gratefully acknowledges their 
contribution. 

The National Council thanks the authors, 
Gerald J. Lynch, Associate Professor of 
Economics, Purdue University, who took the lead 
on this project, and his co-authors: Michael W. 
Watts, Professor of Economics, and Director, 
Center for Economic Education, Purdue 
University; Donald R. Wentworth, Professor of 
Economics and Education, and Director, Center 
for Economic Education, Pacific Lutheran 
University; Harlan Day, Executive Director, 
Indiana Council for Economic Education, 

Purdue University; Jane Lopus, Associate 
Professor of Economics, and Director, Center for 
Economic Education, California State University, 
Hayward; Charles Noussair, Associate Professor 
of Economics, Purdue University; Caryn Kikta, 
Purdue University; and Daniel Vazzanna, 

Purdue University. 

Robert F. Duvall, Ph.D. 

President and CEO 

National Council on Economic Education 
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INTRODUCTION 



The first edition of this volume was published in 
1988 . and since then international economics has 
become an even more important part of daily life 
for consumers, firms, and governments all over the 
world. Levels of world trade have increased dramat- 
ically. Free trade agreements and increased compe- 
tition from foreign companies have become major 
political issues in many national elections. Concerns 
about recent trends in standards of living are 
reflected in media reports, academic studies, and 
discussions or arguments with family members and 
friends. The sudden collapse of the former Soviet 
bloc and the often tentative and uneven steps 
toward market reforms in those former command 
economies have serious implications for U.S. securi- 
ty and public policy interests, and major economic 
implications as those large new markets become 
accessible to Western firms. For all of these rea- 
sons, it is now commonplace to hear or read reports 
about the U.S. balance of trade and balance of pay- 
ments, and the strength or weakness of the dollar 
against other national currencies. 

Unfortunately, most students, teachers, and citi- 
zens know even less about concepts and issues in 
international economics than they do about eco- 
nomics in general. This volume can help teachers 
fill those gaps. The lessons in this volume are 
grouped under several major content themes, which 
are briefly explained below. 

A World of Global Consumers 

Virtually all U.S. consumers buy goods made in 
other nations, and many travel to other countries 
on business or as tourists. Spending by U.S. con- 
sumers, firms, and government agencies for goods 
and services produced in other countries makes up 
our national imports. On the other hand, many 
firms, other organizations, and consumers from 
other nations, including people who travel to the 
United States on business or as tourists, buy goods 
and services produced here. That spending repre- 
sents U.S. exports. 

Sometimes the items imported into this country 
can not be produced here because certain produc- 



tive resources are not available in the United States. 
More frequently, imports are things that might be 
produced in this country but are not, or things that 
were once produced here but no longer are. In 
other cases, the imported goods are products that 
are also currently produced in the United States, 
and so the imports compete directly with domesti- 
cally produced goods. There are also products that 
were once produced only in other countries that are 
now produced in this country as well. In the mar- 
kets for those products, domestic producers once 
again compete directly with foreign producers. 

As consumers, people maximize the level of satis- 
faction they can achieve, given their limited 
incomes, by purchasing the products that give them 
the most satisfaction per dollar, usually without 
regard to where those products were produced. 
Unless the fact that a product was produced in 
another country is itself important to consumers’ 
preferences, they will not consider a products coun- 
try of origin in deciding what to buy. There are 
some situations where consumers do care about 
buying products made in certain countries. For 
example, a visitor may want to buy a souvenir while 
traveling in another country, or consumers may 
believe that products from some countries are of 
higher quality than products from other countries. 
On the other hand, some people feel that it is patri- 
otic to buy products made in their own nation. But 
those cases are exceptions, not the rule. 

In the United States, it turns out that most 
spending is accounted for by goods and services 
made in this country (that is, the purchase of 
domestically produced goods makes up the bulk of 
GDP). But that is true because it generally is not 
practical to buy housing and most services (includ- 
ing health care, education, food at restaurants, and 
maintenance work on houses, cars, and major appli- 
ances) from foreign producers, not because U.S. con- 
sumers deliberately try to avoid products made in 
other countries. In fact, over the last few decades, 
spending for imports in this country has risen dra- 
matically, both in terms of real dollars (adjusted for 
inflation), and as a percentage of overall levels of 
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national income. Not coincidentally, the level of 
U.S. exports has also risen sharply over this same 
period. 

Global Production and Competition Among 
the Many 

When consumers are free to buy whatever they 
want from a wide range of producers competing for 
the consumers business, the result is a very effi- 
cient system of production and trade. The idea of 
economic efficiency has two distinct meanings: 
first, producing the things consumers want most, 
and second, producing goods and services of a given 
quality level at the lowest possible cost and selling 
them at the lowest possible price. Having more 
products and producers for consumers to choose 
from tends to support both of these outcomes in 
any given market at any given time. Where there 
are many relatively small firms selling identical 
products, prices are driven down to the costs of pro- 
duction, including only a “normal” level of profit 
that is just high enough to keep producers active in 
these markets. International trade is an important 
way of increasing the level of competition in some 
markets, because it adds to the number of produc- 
ers competing for consumers’ business. It also 
increases the variety of products available to con- 
sumers around the world. 

For these reasons, allowing producers from all 
over the world to sell their products in any coun- 
tries they choose to strikes many people as a good, 
commonsense idea. It is, in fact, an idea that the 
great majority of professional economists have long 
supported, starting with the person widely regarded 
as the first professional economist, Adam Smith. 
Smith and later economists developed formal theo- 
ries and a lot of empirical evidence to show that 
free trade among nations moves the production of 
goods and services to places where products can be 
produced at the lowest opportunity cost. In other 
words, the production of textiles, automobiles, air- 
planes, and other goods that are traded internation- 
ally will be concentrated in countries where 
resources are especially well suited to the produc- 
tion of those products, and where the value of what 
must be given up to produce those products is low- 
est. In economics, this is known as the principle of 
comparative advantage. 



While the specific calculation of comparative 
advantage is a bit complex, there are, fortunately, 
many applications of the idea at work that students 
have seen all their lives and can understand intu- 
itively. One example involves an attorney who hap- 
pens to be a better typist than his or her secretary. 
Why would the attorney hire someone else to do 
typing that the attorney could do faster? Because 
time spent typing is generally time not spent doing 
more valuable legal work. That means the opportu- 
nity cost of having the attorney type is very high, 
so the attorney specializes in legal work, the typist 
specializes in typing, and they both rely on thou- 
sands of other specialized workers and companies 
to provide the other goods and services they buy 
and consume. By specializing and trading, the 
overall production (and therefore consumption) of 
all goods and services, including both typing and 
legal services, can be increased. 

International specialization and trade is, funda- 
mentally, no different from the attorney-secretary 
example. It sometimes looks different, because 
products must cross political borders, and two or 
more national currencies and languages may be 
involved. But the factors that lead different workers 
or regions in one nation to specialize in production, 
and trade with many others to get the things they 
want to consume, are the precisely the same factors 
that lead to international specialization and trade. 
And just as in the attorney-secretary example, even 
large, wealthy nations often find it in their own 
best interests to specialize in the production of 
some things and trade for many others even when 
the trading partner is smaller, poorer, and weaker 
in the production a given product. For example, if 
it chose to do so, the United States could grow more 
coffee beans than are grown today in South 
America by using greenhouses to control tempera- 
ture and humidity for the coffee plants. But that 
would cost much more than buying the coffee beans 
from countries where the climate is well suited for 
growing the beans, and where workers have fewer 
opportunities than U.S. workers to get high-paying 
jobs in factories or in professional careers. So, like 
the attorney who hires a typist, the United States 
finds it too costly to use its resources to make 
things that can be produced at a lower opportunity 
cost in other nations. 

Of course, those cost savings have to be large 
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enough to cover any costs of getting the products 
from one person to another, or from one country to 
another in the case of international trade, before it 
pays to specialize and trade. But transportation 
costs are a small part of the total production costs 
for most goods, and in most countries people and 
organizations specialize in producing only a few 
things—far fewer than the number of things they 
consume. That wasn’t always true, as in the pioneer 
days when people lived too far away from others to 
trade very often and had to be largely self-suffi- 
cient. But economic growth and progress allowed 
countries to develop roads, ports, transportation 
systems, and markets. Specialization and increas- 
ing levels of interdependence, both within countries 
and internationally, have been an integral part of 
that growth and progress. 

How people and countries specialize depends on 
the mix of productive resources and the level of 
skills they have. These factors change over time as 
people and organizations in different countries use 
up some resources (such as oil and deposits of other 
natural resources) and develop others (such as capi- 
tal and labor resources, by investing in capital and 
the education and training of workers). Different 
nations are endowed with different quantities and 
combinations of natural resources, and over time 
they make different investments in capital goods 
and in the education and training of human 
resources. Different economic systems also provide 
different incentives and rewards to successful 
investors and entrepreneurs. All of these differences 
help to explain why, today or at any given point in 
time, the level of capital and the level of education 
and skills for labor vary so much across nations. 
Those different levels of capital and human capital 
resources in turn play a major role in explaining 
the patterns of international specialization, interde- 
pendence, and trade, and also the different national 
levels of output and standards of living. 

Money, Exchange Rates and Issues in 
International Finance 

To buy goods and services from another country, a 
buyer in the United States must change dollars into 
the currency of the other nation. In turn, people 
from other countries are willing to sell their cur- 
rency for dollars because they want to use those 



dollars to buy goods and services produced in the 
United States. What that means, in real terms, is 
that we ultimately pay for goods and services from 
other countries by sending goods and services pro- 
duced in this country to our trading partners. 

But in practice, the people and organizations that 
import goods and services from other countries are 
often not the same as those that export goods and 
services to pay for those imports. If they were, the 
system of international trade would operate essen- 
tially as a system of direct barter, and it is well 
known that barter is a clumsy and inefficient sys- 
tem of trading, compared to using money. 
International trade requires the use of money from 
two or more countries, and that leads to specialized 
markets where people buy and sell the currencies of 
different countries. 

Even at banks that operate a small “window” or 
department for trading international currencies, it is 
easy to find examples that illustrate how this curren- 
cy trading is based on a few key types of exchange. 
Some people buy foreign currencies with dollars 
because they are making trips abroad as tourists or 
on business. Others buy foreign currencies with dol- 
lars to pay for business transactions with foreign pro- 
ducers and organizations, even though they may not 
have traveled to other countries. On the other side 
of the market, foreign tourists who come to the 
United States buy dollars with their national curren- 
cies, as do foreign firms and other organizations that 
buy U.S. products. In doing that, they supply the 
foreign currency that is sold for dollars, just as U.S. 
tourists and businesses were supplying dollars in 
exchange for foreign currencies. 

Banks and other “middlemen” in international 
currency markets provide a service to their cus- 
tomers by making it easier for those buyers and 
sellers of dollars and foreign currencies to find each 
other. Banks do this to earn a small commission on 
the transaction, as shown in the difference between 
buy and sell columns on signs or printed tables that 
list exchange rates for different currencies. 

If the demand for a nations currency rises faster 
than the supply of its currency in foreign exchange 
markets, owing to increased demand for that 
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nations exports or capital resources, or both, then 
the value of that nations currency will rise (appre- 
ciate) relative to other nations’ currencies. That 
has the effect of making the nation’s exports and 
capital resources more expensive to people in other 
countries, and over time these adjustments in 
exchange rates help to balance a nations imports 
and exports. If the supply rises faster than the 
demand, the value of a nation’s currency will fall 
(depreciate) on the foreign exchange market. 

Exchange rates are also affected by changes in a 
nation’s monetary and fiscal policies. (Monetary 
policies refers to changes in a nation’s supply of 
money and availability of credit; fiscal policies 
refers to changes in a national governments spend- 
ing and tax policies.) These macroeconomic stabi- 
lization policies can sometimes influence national 
levels of output, unemployment, and inflation, at 
least in the short run. Some of these policies can 
also affect the exchange rate for the nations curren- 
cy in ways that offset the intended expansionary or 
contractionary effects of the policies, by affecting 
the demand for the nation’s exports. For example, 
one variable that influences exchange rates, and is 
influenced by a nation’s monetary and fiscal poli- 
cies, is interest rates. Rising (real) interest rates in 
a nation will increase the demand for that nations 
currency, other things being equal, as savers and 
investors from other nations open savings accounts 
and buy bonds and other interest-bearing securities 
from that country, to earn the higher interest rates. 
A higher price for the nation’s currency will reduce 
the demand for its exports, other things being 
equal. That will support the goals of a contrac- 
tionary monetary policy, which might have been 
responsible for the higher interest rates. But it will 
work against the goals of expansionary fiscal poli- 
cies, which can also lead to higher interest rates. 

Because the levels of spending for imports, 
exports, and investments in real and financial capi- 
tal assets by people in different countries can affect 
the overall performance of national economies in 
these ways, the spending flows are regularly tabu- 
lated and reported each year in what are called bal- 
ance of payments accounts. 



Free Trade Vs. Protectionism, and Free 
Trade Agreements and Organizations 

Although voluntary trade between people and orga- 
nizations in different countries increases overall 
production and consumption levels, some firms and 
workers can be hurt by increased competition from 
foreign producers when the level of international 
trade increases. (Note that the same thing often 
happens when a new domestic firm enters a market 
to compete with old, established firms. But that 
competition is more widely accepted as a good 
thing, even when the firms and workers affected by 
domestic competition are the same ones that would 
be hurt by competition from foreign producers.) 

Firms and workers facing increased competition 
from foreign producers naturally find it strongly in 
their interests to seek government protection in the 
form of tariffs, quotas, or other trade restrictions. 
These trade barriers hurt consumers, since they 
will have to pay higher prices for both foreign and 
domestic products in these markets. Trade barriers 
also reduce a nation’s exports over time (hurting 
firms and workers in those industries), because the 
dollars spent on imported goods are typically 
decreased by the trade restrictions, which means 
people in those nations have fewer dollars to spend 
on U.S. products. 

To overcome the special-interest problems that 
lead to restrictions on international trade, a num- 
ber of agreements and organizations supporting 
free trade globally or among countries from certain 
regions of the world have been established over the 
past 50 years. The results of these initiatives have 
been generally favorable in terms of increasing 
worldwide production and consumption levels, 
although some of the regional trading blocs (such as 
the European Union) promote free trade within the 
bloc but restrict trade with other countries. For 
that reason, the truly global trading agreements and 
organizations, such as the World Trade 
Organization (WTO), have been particularly impor- 
tant in promoting freer international trade among 
all countries, and in making regional trading agree- 
ments more beneficial by limiting the restrictions 
they can impose on non-member countries. 
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That does not mean that everyone supports free- 
trade initiatives. In fact, in the United States they 
have proven to be controversial political issues near- 
ly every time the President considers signing or the 
Senate considers ratifying such treaties. Much of 
the opposition stems from special interest groups 
representing firms and workers wanting to limit the 
competition they face. Some of it develops because 
many people do not understand that reducing 
imports hurts consumers and exporters. In some 
special cases, issues such as national defense, or 
market power on the part of large foreign firms or 
cartels, or the key role of high tech industries and 
their effect on production and consumption levels 
in many other industries, have led some economists 
to support trade restrictions in a few particular 
markets. 

International Economic Development and 
The Convergence or Divergence or Living 
Standards in Different Nations 

The market value of all final goods and services 
produced in an economy in one year is known as 
that nation s Gross Domestic Product (GDP). GDP is 
primarily used to measure business cycles and out- 
put fluctuations, not living standards. However, 
while it is admittedly an imperfect measure of 
material living standards, real per capita GDP, 
which adjusts GDP to account for the number of 
people in a nation and any inflation that occurs 
over time, is still the most widely used and proba- 
bly the best available single measure of the average 
standard of living in different nations. 

Economic growth is measured by increases in real 
per capita GDP over time. How large a nations 
GDP can be is determined by the available quantity 
and quality of its natural, human, and capital 
resources. To increase real per capita GDP over 
time typically requires investments in both physical 
capital (such as factories and machines) and human 
capital (the education, training, skills, and health 
of a nations labor force). 

High wages and living standards in industrialized 
nations are based on high per capita levels of out* 
put of goods and services. These high levels of 
labor productivity are in turn supported by past 
investments in physical and human capital. Among 



nations that make substantial investments in physi- 
cal and human capital, there is a tendency for liv- 
ing standards to converge. In other words, the 
nations that are not the most prosperous of these 
developed nations tend to catch up by growing 
faster than those that are more prosperous. 
Convergence happens partly because higher labor 
payments in the most prosperous nations make it 
profitable to move some kinds of production and 
jobs to countries where workers have the necessary 
skills to do the same work but receive lower wages 
and salaries, and partly because the technological 
knowledge and methods developed in the wealthiest 
countries are often transferred quickly to other 
countries. 

In countries that have not made substantial 
investments in physical and human capital and are 
not richly endowed with natural resources, average 
living standards have remained very low, often 
below official U.S. poverty levels. 

Economic Systems-Market Economies Vs. 
Central Planning, and The Transition 
Economies of Eastern Europe and Asia 

Human wants exceed the capacity to produce goods 
and services to satisfy those wants. This probably 
will always be the case. That means that all 
resources have alternative uses, so some method 
must be adopted to determine which goods and ser- 
vices will be produced with available resources, 
how those goods and services will be produced, and 
who will consume those goods and services. Taken 
together, the methods used to answer those basic 
economic questions constitute a nations economic 
system. The three basic economic systems used 
throughout history have been market economies, 
central planning economies, and traditional 
economies. 

Market economies feature private ownership of 
goods, services, and productive resources, including 
capital resources. Consumers and producers are 
free to choose what to buy and sell, and their inter- 
action in different markets establishes prices that 
serve as key signals and incentives to encourage or 
discourage the production and consumption of dif- 
ferent things. No central planning agency is 
required to determine the quantity of different 
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things to be produced, or the prices of these goods 
and services. 

In central planning systems, political rulers or 
designated committees and experts determine pro- 
duction and consumption levels for different goods 
and services, and they set official prices for prod- 
ucts administratively. Since about 1989, most of 
the central planning economies in the world, which 
were formerly part of the Soviet bloc, have begun a 
transition process toward market economies. This 
effort has required massive privatization and other 
institutional reforms, often accompanied by at least 
temporary periods of inflation and decreased 
national output. 

Today, some of these countries have made sub- 
stantial progress in moving toward market systems, 
and they are experiencing rapid economic growth. 
Some other countries have not moved as quickly or 
as far in the direction of markets. Many people in 
these countries are enduring severe economic hard- 
ship, particularly the elderly who no longer receive 
adequate government pensions. Most U.S. econo- 
mists feel that the transition economies will require 
much more time to converge with living standards 
in the industrialized market economies; but it is 
also widely recognized that the old central planning 
systems were extremely inefficient, and delivered 
much lower living standards than the Western mar- 
ket economies. 
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WHY DO 
PEOPLE TRADE? 

INTRODUCTION 

Most international trade is the voluntary 
exchange of goods and services between individ- 
uals and businesses located in different coun- 
tries. Nations do not trade. Instead, individuals 
representing nations, individuals representing 
businesses, and individuals representing them- 
selves make trading decisions. Voluntary trades 
are made when both parties expect to gain from 
the trade. Such trades may continue in the 
future if both parties are pleased with the 
exchange. If the consequences of trading are 
not satisfactory, then the parties will not contin- 
ue their voluntary trade. 

People evaluate their satisfaction from trades 
by weighing the costs and the benefits they 
receive from the trades. How much do they 
value what they give up? How much do they 
value what they receive? When the expected 
benefits outweigh the expected costs, people 
trade. When the expected costs outweigh the 
expected benefits, people don’t trade. 

CONCEPTS 

Trade 

Voluntary exchange 

Costs 

Benefits 

CONTENT STANDARDS 

Voluntary exchange occurs only when all par- 
ticipating parties expect to gain. This is true 
for trade among individuals or organizations 
within a nation, and among individuals or orga- 
nizations in different nations. 

Exchange is trading goods and services with 
people for other goods and services or for 
money. 

The oldest form of exchange is barter the 
direct trading of goods and services between 
people. 



When people buy something, they value it 
more than it costs them; when people sell some- 
thing, they value it less than the payment they 
receive. 

OBJECTIVES 

♦ Identify the expected costs of a voluntary 
trade. 

♦ Identify the expected benefits of a volun- 
tary trade. 

♦ Distinguish between a voluntary and invol- 
untary trade. 

♦ Explain how value is created, and overall 
satisfaction increases, when people trade. 

LESSON DESCRIPTION 

Students participate in a trading activity. In 
a debriefing session, they discuss their actions 
and compare their behavior with trading behav- 
ior that occurs in the economy. 

TIME REQUIRED 

One class period. 

MATERIALS 

♦ One transparency each of Visuals 1, 2, 
and 3 

♦ Pencils and paper for students 

♦ One small paper bag per student, contain- 
ing one or more tradable item(s) such as dried 
fruit, small boxes of raisins, pencils, stickers, 
library passes, shampoo, soap, etc. Make the 
bags very different from one another. For exam- 
ple, prepare some bags containing unpopular 
items, only a single item, many of the same 
items, many different items, items more popu- 
lar with boys, and items more popular with 
girls. 

PROCEDURE 

1. Explain to the students that they will inves- 
tigate trading behavior today by participating in 
a trading activity and by using that experience 
to learn more about international trade. 

2. Display Visual 1, Why Do People Trade? 
Ask students to answer this question and put 
their responses on the chalkboard. Treat these 



ERjt 



- 



BEST COPY AVAILABLE 



14 



l 



LESSON ONE 



responses as hypotheses that will be tested 
against the evidence developed in the rest of the 
activity. 

3. Put students in groups of three, and tell 
them to take out a pencil and sheet of paper. 

4. Distribute the bags containing tradable 
items to the students, one bag per student. Tell 
them not to look in the bags until you give them 
permission. 

5. Tell the students to look into their bags 
without showing the contents to other students, 
and to rate their bag contents on a scale of 1-5. 
(One is the lowest rating; five is the highest.) 

Ask the students to write down their rating on 
their sheet of paper. 

6. Let the students take items out of the bag 
and show them to other people in the group, if 
they choose to do so. 

7. Allow the students two minutes to trade 
items WITHIN THEIR GROUP OF THREE, if 
they can agree on a trade. No one is required to 
make a trade. 

8. After the two-minute trading session, ask 
the students who have made a trade to raise 
their hands. Write down the total number of 
trades on the chalkboard. Then ask the stu- 
dents to give examples of trades they made, and 
trades they did not agree to make, so that other 
students get some idea of what tradable items 
are available in the entire class. 

9. Ask the students to rate the item(s) they 
now have on a scale of 1-5. See how many stu- 
dents report a higher score after trading, how 
many report the same score, and how many (if 
any) a lower score. (People who traded are likely 
to give the new item(s) a higher rating. Some 
people who did not trade may also change their 
rating , now that they see what other items are 
available. It is important to note that the person 
who traded an item may give it a 3 , while the 
one who received it may give it a 2. This does 
not mean that the trade was not beneficial. 



What is important is that people who receive an 
item give it a higher score than the score of the 
item they traded away.) 

10. Tell the students that one more trading 
session will take place. This time they may 
trade with anyone in the class. They have five 
minutes to make any and all trades they wish to 
make. Again, no one is required to trade. 

11. At the end of the five-minute trading ses- 
sion, call the students back to order. Ask them 
to display the items they now possess on their 
desks. Ask them to rate the item(s) on a scale of 
1-5. 

12. Conduct a debriefing discussion with the 
students, using the following questions: 

A. How many of you made trades in Round 
1? In Round 2? (Have a show of hands 
more people probably traded in Round 2 
than in Round 1.) 

B. Why did more trades take place in Round 
2 than in Round 1? (More time to trade, 
better trading information existed as a 
result of Round 1, more alternative items 
were available to trade. Stress the idea 
that trade in Round 1 was similar to trad- 
ing within a country, while trading in 
Round 2 was more like international 
trade. Note that the source of gains from 
trade are exactly the same in both 
rounds—i.e., in both intranational and 
international trade. In both rounds peo- 
ple traded things when they valued what 
they received more than what they gave 
up.) 

C. What items were traded? ( Get some sam- 
ple answers.) 

D. Which items were most popular, least pop- 
ular? (Get some sample answers.) 

E. Why did you trade? (People tend to trade 
items they personally value less for items 
they value more.) 
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F. What was the cost of your trade? (The item 
given to the other person in the trade.) 

G. What was the benefit received from your 
trade? (The item received from the other 
person in the exchange.) 

H. How many people rate the item they 
traded for higher than the item they had 
originally? (Almost everyone who traded 
will rate the new item higher. This evi- 
dence should confirm the answers to 
Question E on Visual 1.) 

I. Did anyone make a mistake and trade 
badly? Did anyone fail to make a trade 
they now wish they had made? (Often, 
someone will make a mistake. Not all 
trades turn out as expected, and not every 
trading opportunity is seized.) 

J. If students say they made a mistake, ask if 
they would make the same mistake next 
time. (Maybe not. People tend to learn 
from their mistakes, and bad trades often 
lead people to stop making that trade or to 
stop trading with certain people or compa- 
nies.) 

K. Which people had the most difficulty 
trading with others? (People with unpop- 
ular items. To trade, you must have or 
produce items other people want.) 

L. Why did some people choose not to trade? 
(People who preferred the items they had 
over the items offered to them had no 
incentive to trade.) 

13. Display Visual 2. Explain to the students 
that they must now draw some conclusions 
about trade in general. See if they agree with 
the definition of trade presented in Visual 2. 
Stress the voluntary nature of trade. 



14. Display Visual 3. Ask the students if they 
agree with these statements about the motives 
for trade. Ask them for examples of their 
motives during the trading activity which are- 
consistent with these statements. 

15. Compare these explanations for why peo- 
ple trade with the students’ initial statements in 
response to Visual 1. Revise the initial state- 
ments so they are consistent with the evidence 
from the activity and the statements in Visual 

3. 

16. Ask the students if they can identify 
examples of involuntary trade. (A mugging 
where a thief says, “Your money or your life.” 
When you are ordered to cut the grass for a 
price set by your parents, or to pay income 
taxes or go to jail.) Ask students to discuss the 
question: Do these “trades” always increase sat- 
isfaction and wealth, or do they ever? 

17. Summarize the main points of this lesson: 

A. Trade is the voluntary exchange of goods 
and services. 

B. People trade because they expect to gain 
from the trade. 

ASSESSMENT 

Provide the following information to students 
and ask them to respond to the question. 

In 1994, Canadian businesses and individuals 
sold $195.8 billion of goods and services in the 
United States, while businesses and individuals 
in the United States sold $229.7 billion of 
goods and services in Canada. Why were these 
businesses and individuals trading with one 
another when they live in different countries? 

(Suggested answer: They are trading because 
they gain from these exchanges . Otherwise they 
would not make these trades . Their national 
citizenship has little to do with their decision to 
trade.) 
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Why Do People Trade? 
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VISUAL 2 

Trade Is the 
Voluntary Exchange 
of Goods and 
Services Among 
Individuals and 
Businesses. 
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VISUAL 3 



Motive for Trading 



People expect to gain by trading 
with other people. They hope to 
receive a good or service that is more 
valuable than whatever they trade 
away. 



Motive for Not Trading 



People do not trade when the good 
or service being offered is of less value 
than the good or service they are 
asked to exchange. 
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WHY PEOPLE 
AND 

NATIONS TRADE 

INTRODUCTION 

This lesson introduces the idea of comparative 
advantage as the basis for exchange between 
individuals and for international trade. 

Although many people believe that trade takes 
place so that people can get things that they 
couldn’t produce themselves, the more basic rea- 
son for trade is the difference in relative costs of 
producing goods and services. In this lesson, 
students work through examples showing bene- 
fits from specializing according to comparative 
advantage. They discover how trade can make 
both trading partners better off, even though 
one party may initially appear to be better at 
producing everything. 

CONCEPTS 

International trade 

Specialization 

Comparative advantage 

Gains from trade 
Cost 

CONTENT STANDARDS 

Voluntary exchange occurs only when all par- 
ticipating parties expect to gain. This is true 
for trade among individuals or organizations 
within a nation, and among individuals or orga- 
nizations in different nations. 

Free trade increases worldwide material stan- 
dards of living. 

Voluntary exchange among people or organiza- 
tions in different countries gives people a broad- 
er range of choices in buying goods and ser- 
vices. 

When individuals, regions, and nations spe- 
cialize in what they can produce at the lowest 
cost and then trade with others, both produc- 
tion and consumption levels increase. 



Like trade among individuals within one 
country, international trade promotes specializa- 
tion and division of labor and increases output 
and consumption. 

OBJECTIVES 

♦ Identify reasons for trade. 

♦ Examine risks involved in specialization 
and free trade. 

♦ Demonstrate the principle of comparative 
advantage. 

♦ Apply the principle of comparative advan- 
tage to a hypothetical example of international 
trade. 

LESSON DESCRIPTION 

Students read and discuss a brief article on 
why nations trade, and they complete two activi- 
ties applying the concept of comparative advan- 
tage. One activity involves exchange between 
two students; the second activity involves a 
hypothetical example of international trade! 

TIME REQUIRED 

One class period. 

MATERIALS 

♦ One copy of Activities 1, 2, and 3 for each 
student. 

♦ Optional: One transparency of the chart 
on Activity 2. 

PROCEDURE 

1. Ask the students why people trade with 
each other. Encourage them to discuss trade 
between individuals as well as trade between 
countries. Write their answers on the board. 
(Note: If you have done Lesson 1 with the stu- 
dents, this step can be abbreviated or skipped.) 

2. Distribute a copy of Activity 1, Why 
People and Nations Trade, to each student. 
Give students time to read the article. 

3. Discuss Activity 1: 

A. Why do people trade for goods that they 
could produce themselves? 
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B. How do people gain from trade? 

C. The United States is a large, wealthy 
country. Why would we want to trade 
with a small, poorer country such as 
Honduras? (Make sure that students under- 
stand the principle of comparative advan- 
tage as explained in the activity. A coun- 
try [or person/ has the comparative advan- 
tage in producing a good if they produce it 
at a lower cost than their trading partner. 
Whoever can produce something at a 
lower cost should specialize in producing 
that good , and trade for goods that are 
more costly for them to produce, ft is 
important to point out that because of 
scarcity and opportunity cost , no country 
[or person! can have a comparative 
advantage in producing everything. If you 
are very good in producing one thing , that 
makes producing something else more cost- 
ly. Therefore , trade can benefit both large 
and small countries , and both rich and 
poor countries.) 

4. Distribute a copy of Activity 2 to each stu- 
dent. You may want each student to work with 
a partner. Ask students to complete the activity 
and to think about how it relates to the ideas of 
comparative advantage and trade. If some stu- 
dents have difficulty with the activity, let them 
talk with other students who can explain it to 
them. (As demonstrated on this handout , thor- 
oughly explaining the principle of comparative 
advantage involves using basic mathematics. 
Some students may get lost in the numbers , but 
many others find it very beneficial to work 
through the numerical examples. Decide how 
much to emphasize the computations with your 
students. For a class of predominantly low- 
achieving students , you may find it helpful to 
display a transparency of the chart on Activity 
2 and work through it together as a class.) 

5. Go over the answers to Activity 2 with stu- 
dents. Point out that Sara and Rob are specializ- 



ing according to their comparative advantage. 
That way, they actually trade their best relative 
skills with each other. The low-cost producer of 
a good or service has a comparative advantage 
in producing that good. Emphasize that even 
though Sara is better at writing captions and 
pasting pictures, it is still to her advantage to 
specialize in doing some work and to work with 
Rob for other work he does. Note that when 
Sara and Rob specialize according to their com- 
parative advantage, they finish the job in as 
short a time as possible. Ask students to try to 
come up with a method that is better than 
Option 4. (They will not be able to do this.) 
Discuss how the ideas in this activity relate to 
comparative advantage in international trade. 

6. Distribute a copy of Activity 3 to each stu- 
dent; allow time for them to read the introduc- 
tory paragraphs. Ask the students to respond to 
the questions on the handout with a partner or 
in a small group. (If you wish, you may com- 
plete the handout with the class as a whole, dis- 
cussing the answers as you go along.) To make 
the computations easier the numbers used in this 
handout are the same as the numbers in Activity 
2. “ Cheese ” is equivalent to “captions” and 

4 peanuts ” are equivalent to “pictures.” Optional: 
If students have studied opportunity cost before , 
you may wish to review this idea and point out 
that this is the cost concept used in this lesson. 

7. Go over the answers on Activity 3 with the 
class. Emphasize that through specialization 
and trade, people in both countries are able to 
consume more cheese and more peanuts than 
they could before they specialized and traded. 
This result occurs because the two countries 
have different costs of producing bread and 
cheese, which allows the principle of compara- 
tive advantage to work to everyone’s benefit. 
Trade is a “win-win” situation, even though the 
Saratovians initially appear to be better at pro- 
ducing both cheese and peanuts. 
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ASSESSMENT 

To evaluate students’ understanding, ask them 
to explain in writing how the concept of com- 
parative advantage would help people make an 
efficient economic choice in the following exam- 
ple: 

Jennifer is a lawyer in great demand who 
earns $100 per hoar. She is also an accom- 
plished word processor who types errorless docu- 
ments at 80 words per minute. Chris is a secre- 
tary who earns $8 per hour and types errorless 
documents at a rate of 40 words per minute. 

Both Jennifer and Chris work eight hours per 
day. Should Jennifer attempt to save money by 
firing Chris and doing all her own word process- 
ing? 

(Jennifer should not do her own word process- 
ing. Her opportunity cost of typing is the $100 
per hour she would earn as a lawyer. Although 
she could type in four hours the same amount 
that Chris could type in eight hours , it would 
cost Jennifer $400 in forgone income to type for 
herself. She could hire Chris for $64 per day; 
in typing for herself therefore , Jennifer would 
suffer a net loss of $336. Chris has the compar- 
ative advantage in word processing , so she 
should do the typing. Jennifer has the compara- 
tive advantage in legal work , so she should con- 
centrate on that.) 
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ACTIVITY 1 

WHY PEOPLE AND NATIONS TRADE 



The term “international trade" is somewhat 
misleading. It may sound as if international 
trade decisions are made by high-ranking gov- 
ernment officials, but for the most part this is 
not true. International trade generally takes 
place between private citizens— consumers and 
producers who happen to live in different coun- 
tries. Someone in New York who runs a cloth- 
ing business may want to sell clothes in Canada. 
Or someone in California may decide to buy 
clothing made in Mexico. Decisions like these 
bring about international trade. 

At first glance the answer to the question 
“Why do people trade?” may seem to be that 
people want things they cannot produce them- 
selves. For people in some countries, this might 
involve trading for natural resources such as 
coal or oil, or for foods that would not grow in 
their climates. However, the idea of people trad- 
ing just to obtain things that they cannot pro- 
duce is only part of the story. 

People in countries that engage in foreign 
trade often import goods that could be or 
already are made in their own countries. For 
example, steel and automobiles are imported 
into the United States, although we produce 
steel and automobiles ourselves. These imports 
compete with American-made products. So why 
trade for goods that we could produce ourselves? 

A more complete answer to the question 
“Why trade?” is that international trade, like 
other voluntary exchanges, results because both 
the buyer and the seller expect to gain from it. 
They gain when they give up one thing and get 
a good or service in exchange for one that they 
value more. If they valued the good they gave 
up more than the good or service they received, 
they would not trade. In the same way, if 
importers and exporters in trading countries 
did not expect to be better off, trade would not 
take place. Americans decide to import Toyotas 



and bananas, and export Levis and machinery,, 
because they expect to gain. The same goes for 
those in other countries who sell Toyotas and 
bananas to Americans and buy Levis and 
machinery from Americans. 

Lets see how this works by looking at the 
example of American wheat and Honduran 
bananas. Most American wheat farmers could 
grow bananas in greenhouses, yet they prefer to 
buy imported bananas and continue to grow 
wheat instead. Why? The answer is obvious, 
but important. It would be relatively costly for 
American wheat farmers to grow bananas rather 
than wheat. To grow bananas they would have 
to buy and maintain greenhouses, as well as give 
up valuable land and time that they could use 
to grow wheat. They would be better off if they 
concentrated on producing wheat instead. 

Their land and climate are better suited to 
growing wheat, and they already have the neces- 
sary equipment. 

Does this mean that American wheat farmers 
must go without bananas? The answer is an 
obvious “no.” They trade wheat for dollars and 
use dollars to buy bananas grown in Honduras, 
in a climate better suited for banana growing. 
The Hondurans who sell bananas can use the 
money they earn from selling bananas to pur- 
chase things that would be more costly to pro- 
duce themselves. 

When people specialize in the production of 
less costly goods, and trade for goods that are 
more costly to produce, they are following the 
principle of comparative advantage. 

Comparative advantage means having a cost 
advantage in the production of one type of good 
or service compared to the production of some 
other good or service. Both trading partners 
can gain if they specialize in the production of 
things that they produce at the lowest cost. 
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Despite the advantages of following the prin- 
ciple of comparative advantage, specialization 
does have risks. In general, when people spe- 
cialize they depend on trading partners for 
other goods and services that they want. Some 
of the specific risks involved are: 

1. Will other products you wish to buy be 
available by trading? For example, what if your 
business depends on imported sugar, and this 
sugar becomes unavailable because of political 
problems? 

2. Will people and businesses in other coun- 
tries be willing to purchase the products pro- 
duced in our specialized economy? What if 
another country sets up trade restrictions so 
that people cannot buy U.S. exports? 

3. Do people in a given country want to be 
dependent on foreigners for vital goods, such as 
food, energy, or medicine? This could happen 
for people who do not have the comparative 
advantage in producing these goods and special- 
ize in producing other goods to trade. 



The answers to these and related questions 
influence whether countries establish laws that 
limit free trade. 

What about you? Do you engage in interna- 
tional trade? Every time you buy a product 
made in a foreign country, you send a message 
to importers in this country and exporters in 
other countries. You say that you think you 
can gain by buying certain types of products 
produced in other countries. Lets say that you 
own shoes made in China. Why didn’t you 
make your own shoes, or why didn’t you buy 
American-made shoes instead? Your decision to 
trade your money for foreign-made goods illus- 
trates how the concept of comparative advantage 
is important to the economic choices you make 
every day. 
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ACTIVITY 2 

COMPARATIVE ADVANTAGE 



Rob and Sara, editors of the Central High 
School yearbook, have a big problem. It is 
Monday after school, and they have just discov- 
ered that six pages of the yearbook sports sec- 
tion somehow got mixed up with the Ecology 
Clubs recycling project. The yearbook pages 
have been shredded at the local ecology center. 
To make matters worse, the rest of the yearbook 
staff left school before the crisis was discovered. 
The yearbook advisor is insisting that Rob and 
Sara stay after school to re-do the pages to meet 
Tuesdays deadline. Neither is to leave before all 
six pages are finished. Both Rob and Sara want 



to finish in as short a time as possible. 

Each of the six missing pages has to include 
five pictures, with a caption below each picture. 
Luckily, there are sports pictures available to 
replace the ones that have been recycled, but 
the pictures must be cropped and pasted on lay- 
out pages. Sara figures it takes her about one 
minute to crop and paste a picture, and about 
two minutes to write a good caption. Rob, on 
the other hand, takes about two minutes to crop 
and paste a picture, and about five minutes to 
write a good caption. 





Sara 


Rob 


Time to crop and paste one picture 

Time to write 1 caption 

Time to finish 1 page 
(5 pictures and 5 captions) 

Time to finish 3 pages 

Time to finish all pictures 

(6 pages with 5 pictures on each page) 

Time to finish all captions 

(6 pages with 5 captions on each page) 

Time to finish all 6 pages 







1. Use the information above to fill in the 
table. (Assume that the tasks may be done 
simultaneously - i.e., that Rob and Sara do not 
have to paste a picture first, and then write a 
caption.) 

2. Analyze the options below to determine 
how Rob and Sara could finish the job in the 
shortest possible time. 

Option 1 : Rob suggests that Sara do all the 
pages. He says it is clear that she is better at 
both writing the captions and doing the pic- 
tures. If he tries to help, he might just get in 
her way and slow her down. 



Option 2: The yearbook advisor suggests that 
Rob and Sara divide up the pages, with each 
completing 3 pages. She thinks that this would 
be the fairest way, since each would do half the 
work. 

Option 3: After listening to the yearbook 
advisor and to Rob, Sara suggests combining 
their ideas. She offers to do four pages, and 
Rob can do two pages. This way she won’t be 
doing all the work while Rob does nothing. 
Since Sara recognizes that she can complete 
both pictures and captions faster than Rob, she 
is willing to do more pages than Rob to save 
time. 
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ACTIVITY 2 (continued) 



Option 4: Rob’s friend Kira, who is studying 
economics, has been listening to the conversa- 
tion. Kira says that Sara has the comparative 
advantage in writing the captions. This is 
because in the time it takes Sara to write one 
caption, she gives up finishing only two pic- 
tures, whereas for every caption Rob writes 
he gives up finishing two and a half pictures. 
Rob has the comparative advantage in finish- 
ing pictures. In the time it takes him to fin- 
ish one picture, he gives up finishing only 2/5 
(40%) of a caption. In the time it takes Sara 
to finish one picture, she gives up finishing 
1/2 (50%) of a caption. Kira says that the 
most efficient way to complete the yearbook 
pages is to have each person specialize where 
he or she has the comparative advantage, so 
Sara should do all the captions and Rob 
should do all the pictures. 



Assume that it is now 3:30 p.m. Remember 
that neither Rob nor Sara can leave school until 
the entire job is finished. In other words, if 
Sara finishes her part at 4:00 and Rob finishes 
his part at 6:00, they both must stay until Rob 
finishes at 6:00. 

1. By what time could Rob and Sara finish 
the job and leave school if they chose: 

Option 1? 

Option 2? 

Option 3? . 

Option 4? 

2. Which option allows them to complete the 

task in the shortest period of time? 
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ACTIVITY 2 (continued) 

ANSWER KEY FOR TEACHERS 



i. 





Sara 


Rob 


Time to crop and paste one picture 


1 minute 


2 minutes 


Time to write 1 caption 


2 minutes 


5 minutes 


Time to finish 1 page 


15 minutes 


35 minutes 


(5 pictures and 5 captions) 






Time to finish 3 pages 


45 minutes 


105 minutes 






( 1 hour 45 minutes) 


Time to finish all pictures 


30 minutes 


60 minutes 


(6 pages with 5 pictures on each page) 






Time to finish all captions 


60 minutes 


150 minutes 


(6 pages with 5 captions on each page) 




(2 1/2 hours) 


Time to finish all 6 pages 


90 minutes 


210 minutes 




(1-1/2 hours) 


(3-1/2 hours) 



Option 1: Sara does all the pages. 

Option 2: Rob and Sara divide up the pages, 
with each completing 3 pages. 

Option 3: Sara does 4 pages, Rob does 2 
pages. 

Option 4: Sara does all the captions, Rob 

does all the pictures. 1. 

Assume that it is now 3:30 p.m. Remember 
that neither Rob nor Sara can leave school until 
the job is finished. In other words, if Sara fin- 
ishes her part at 4:00 and Rob finishes his at 
6:00, they both must stay until Rob finishes at 
6 : 00 . 

1. By what time could Rob and Sara finish 
the job and leave school if they choose: 



Option 1? IfS ara does all the pages , they 
may leave in 90 minutes , at 5 p.m. 

Option 2? If Rob and Sara each do 3 pages , 
they will finish in 105 minutes (1 hour and 45 
minutes), when Rob finishes his pages. They 
could leave at 5:15 p.m. 

Option 3? Sara would finish her 4 pages in 
60 minutes ; and Rob would finish his 2 pages in 
70 minutes (1 hour and 10 minutes). They could 
leave at 4:40 p.m. 

Option 4? It would take Sara 1 hour to fin- 
ish the captions , and Rob 1 hour to finish the 
pictures. They could leave at 4:30 p.m. 

2. Which option allows them to complete the 
task in the shortest period of time? Option 4. 



oj 4 



From Focus: International Economics, © National Council on Economic Education. New York. NY. 



LESSON TWO 



ACTIVITY 3 

COMPARATIVE ADVANTAGE AND 
INTERNATIONAL TRADE 



Comparative advantage is a very important 
concept in economics because it provides the 
basis for trade between individuals, for trade 
within a country, and for international trade. 
When countries specialize in producing those 
goods that they can make at a lower cost than 
their trading partners can, total output will be 
larger than without specialization. If the coun- 
tries then trade with each other, they are able 
to consume more than if they were self-suffi- 
cient and didn’t trade. In Activity 2, you 
worked through a problem where Sara and Rob 
specialized according to their comparative 
advantage to finish yearbook pages. Use the 
same concepts now to see how specializing 
according to comparative advantage can make 
countries better off. 

Instead of Sara and Rob, assume that we are 
looking at two countries, Saratovia and 
Robland. Like all countries, Saratovia and 
Robland have limited resources to use in pro- 
ducing goods and services. People in both coun- 
tries have decided to use their resources to pro- 
duce two goods: peanuts and cheese. Assume 
that a Saratovian, working for one day, can pro- 
duce either 60 pounds of peanuts or 30 pounds 
of cheese. A Roblander, working for one day, 
can produce either 30 pounds of peanuts or 12 
pounds of cheese. 

l . COST 

Economists think of cost as what is given up 
when one good is produced instead of another. 
For example, if people in Robland produce 30 
pounds of peanuts, they give up producing 12 
pounds of cheese. So in Robland the cost of 30 
pounds of peanuts is 12 pounds of cheese. 

Since the cost of 12 pounds of cheese = 30 
pounds of peanuts in Robland, to find the cost 



of 1 pound of cheese divide both 12 and 30 by 
12. Therefore, in Robland the cost of 1 pound 
of cheese = 2‘/ 2 pounds of peanuts. 

Since the cost of 12 pounds of cheese = 30 
pounds of peanuts in Robland, to find the cost 
of 1 pound of peanuts divide both 12 and 30 by 
30. Therefore, in Robland the cost of 1 pound 
of peanuts is 2/5 (40%) of a pound of cheese. 

Now you calculate the cost of cheese and 
peanuts in Saratovia: 

The cost of 30 pounds of cheese in Saratovia 
is pounds of peanuts. 

The cost of 1 pound of cheese in Saratovia is 
pounds of peanuts. 

The cost of 1 pound of peanuts in Saratovia is 

pounds of cheese. 

2. COMPARATIVE ADVANTAGE 

Peanuts can be produced at a lower cost in 

, and cheese can be produced at a 

lower cost in 

Therefore, Saratovia has the comparative 

advantage in producing , and 

Robland has the comparative advantage in pro- 
ducing . 

3. WITHOUT SPECIALIZATION 

Suppose that during one day 100 Saratovians 
can decide to produce any of the following com- 
binations of cheese and peanuts (in pounds). 
They are currently producing the combination 
shown in the boxes, 2000 pounds of cheese and 
2000 pounds of peanuts: 
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ACTIVITY 3 (continued) 



CHEESE PEANUTS 

3000 0 

2000 2000 

1000 4000 

0 6000 

During one day, 100 Roblanders can decide to 
produce any of the following combinations of 
cheese and peanuts (in pounds). They currently 
produce the combination shown in boxes, 900 
pounds of cheese and 750 pounds of peanuts: 



CHEESE PEANUTS 
1200 0 



900 


750 


600 


1500 


360 


2250 


0 


3000 



4. WITH SPECIALIZATION 

Suppose all 100 Saratovian workers decided to 
produce only cheese. Suppose all 100 
Roblanders decided to produce only peanuts. 

Use the information from # 3 to complete these 
statements: 

With specialization, the total output for the 

two countries from 100 workers is 

pounds of cheese and pounds of peanuts. 

This is a gain of pounds of cheese and 

pounds of peanuts, compared to # 3. 

5. TRADE 

Assume that Saratovia is producing only 
cheese and Robland is producing only peanuts 
(as in # 4), but they decide to trade, so that they 
will each have both cheese and peanuts. 
Saratovia trades 950 pounds of cheese to 
Robland in exchange for 2150 pounds of 

peanuts. After this trade, Saratovia has 

pounds of cheese and pounds of peanuts. 

Robland has pounds of cheese and 

pounds of peanuts. Are both countries 

better off than they were in question # 3, before 
they specialized and traded? 



At current production levels in the two coun- 
tries, the total output for the two countries 

would be pounds of cheese and 

pounds of peanuts. However, both countries 
would like to have more cheese and more 
peanuts. 
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ANSWER KEY FOR TEACHERS 



1. COST 

The cost of 30 pounds of cheese in Saratovia 
is 60 pounds of peanuts. 

The cost of 1 pound of cheese in Saratovia is 
2 pounds of peanuts. 

The cost of 1 pound of peanuts in Saratovia 
is 1/2 pounds of cheese. 

2. COMPARATIVE ADVANTAGE 

Peanuts can be produced at a lower cost in 
Robland (since 2/5 is less than 1/2) and cheese 
can be produced at a lower cost in Saratovia 
(since 2 is less than 2 1/2). 

Therefore, Saratovia has the comparative 
advantage in producing cheese , and Robland has 
the comparative advantage in producing 
peanuts . 

3. WITHOUT SPECIALIZATION 

The total output for the two countries would 
be 2900 pounds of cheese and 2750 pounds of 
peanuts. 



4. WITH SPECIALIZATION 

With specialization, the total output for the 
two countries is 3000 pounds of cheese and 
3000 pounds of peanuts. This is a gain of 100 
pounds of cheese and 250 pounds of peanuts, 
compared to # 3. 

5. TRADE 

Saratovia trades 950 pounds of cheese to 
Robland in exchange for 2150 pounds of 
peanuts. After this trade, Saratovia has 2050 
pounds of cheese and 2150 pounds of peanuts. 
Robland has 950 pounds of cheese and 850 
pounds of peanuts. Both countries are better 
off than they were in question #3, before they 
specialized and traded. They both have more 
cheese and more peanuts to consume. 
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TRADE AND 
SPECIALIZATION 

INTRODUCTION 

Living standards improve when people spe- 
cialize and produce those items they can make 
most efficiently (at the lowest cost), and trade 
for other items that are more costly for them to 
produce. In this lesson students participate in a 
classroom simulation to learn how economic wel- 
lare is increased by trade and specialization. To 
explain this outcome, they apply the principle 
of comparative advantage to their trading activi- 
ty. 

CONCEPTS 

Comparative advantage 

Specialization 

Trade 

CONTENT STANDARDS 

When individuals, regions, and nations spe- 
cialize in what they can produce at the lowest 
cost and then trade with others, both produc- 
tion and consumption increase. 

Economic specialization occurs when people 
concentrate their production on fewer kinds of 
goods and services than they consume. 

Division of labor occurs when the production 
of a good is broken down into numerous sepa- 
rate tasks, with different workers performing 
each task. 

Specialization and division of labor usually 
increase the productivity of workers. 

As a result of growing international economic 
interdependence, economic conditions and poli- 
cies in one nation increasingly affect economic 
conditions and policies in other nations. 

OBJECTIVES 

♦ Identify examples of trading activity in a 
classroom simulation. 

♦ Explain how trading in a classroom simula- 
tion is similar to and different from “real- 



world” examples of trading. 

★ Explain how living standards improve as a 
result of trade and specialization. 

LESSON DESCRIPTION 

In this lesson students learn by participating 
in a classroom simulation how economic welfare 
is increased by trade and specialization. To 
explain this outcome they must apply the prin- 
ciple of comparative advantage to their trading 
activity. Students pick particular professions, 
trade with one another in a series of trading 
rounds, and discover that living standards 
improve when people specialize in producing 
what they produce most efficiently and trade for 
other things they want. 

TIME REQUIRED 

One class period. 

MATERIALS 

★ One copy of Activity 1 for each student 

★ One copy of Activity 2 for each student for 
each of three trading rounds 

★ Several small prizes (optional) 

PROCEDURE 

1. Divide the class into thirds. Designate one 
group as farmers, one group as tailors, and one 
group as builders. 

2. Distribute one copy of Activity 1 and 2 to 
each student. Ask the students to write their 
role assignments (farmer, tailor, or builder) in 
the first blank. In the second blank, have the 
farmers write “food,” the tailors write “cloth- 
ing,” and the builders write “shelter.” Ask the 
students to read the instructions; tell them each 
round will last exactly three minutes. Have stu- 
dents enter production figures for the round 
(600 units of their specialty or 100 units of all 
three goods). 

3. Round 1. Let students walk around the 
classroom to conduct their trades. End the 
round after three minutes, and have the stu- 
dents return to their seats. Tell them to sub- 
tract 100 from each column to account for basic 
necessities. Any student with a negative num- 
ber in any column “dies” and is out of the 
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game. Ask who has the highest net gain. You 
may wish to award a small prize to this student. 

4. Round 2. Have the students enter new pro- 
duction figures for this round (600 units of 
their specialty or 100 units each of all three 
goods). Conduct Round 2 in the same manner 
as Round 1. 

5. Round 3 (Final Round). Conduct the 
round as before. Have the students tally their 
net gains from all three rounds. The student 
with the highest overall net gain is the class- 
room winner. ( Optional : Award a “grand 
prize. ) 

6. Explain that the calculation of net gain is 
based on the assumption that the value of one 
unit of each of the goods is equal across all 
three goods and for all individuals. 

7. Ask the students how they were able to 
achieve a standard of living higher than the 
bare minimum needed for survival. (Answer: By 
specialization and trade.) Ask if any students 
chose not to specialize. Why might a person not 
specialize? (Answer: To avoid dependence on 
others.) 

8. Explain to the class that the game they 
played illustrates the concept of comparative 
advantage. Comparative advantage exists when 
one person (or firm or region or nation) can pro- 
duce a product at a lower opportunity cost com- 
pared to other products. Opportunity cost refers 
to what is given up to do something else. 
Therefore, farmers had higher costs of produc- 
ing clothing and shelter, but lower costs of pro- 
ducing food. Tailors had higher costs of produc- 
ing food and shelter, but lower costs of produc- 
ing clothing. Builders had lower costs of pro- 
ducing food and clothing, but lower costs of pro- 
ducing shelter. 

9. Now conduct a more sophisticated example 
of this exercise. Divide the class in half and 
designate one group as skilled workers and the 
other group as unskilled workers. Tell the 
skilled workers that they can produce any one 



of the following three sets of products in one 
round: (a) 400 units of food, or (b) 400 units of 
shelter, or (c) 100 units of food and 300 units 
of shelter. Tell the unskilled workers they can 
produce any one ol the following three sets in 
one round: (a) 300 units of food, or (b) 100 
units of shelter, or (c) 75 units of lood and 75 
units of shelter. Explain to the class that in 
this situation the skilled workers have an 
absolute advantage in production of both food 
and shelter. Ask the class: is there any reason 
why a skilled worker would want to engage in 
trade with an unskilled worker under these con- 
ditions? (The answer is yes , bat don t indicate 
this immediately. You are likely to get a variety 
of responses from students.) Tell the class that 
you are going to conduct some experiments to 
see if the answer can be determined. 

A. Have all workers produce set (3), the mix 
of food and shelter. Determine the total 
number of units of food produced in the 
class by multiplying the number of 
skilled workers by 100 and the number of 
unskilled workers by 75, and adding up 
the results. Determine the total number 
of units of shelter produced in the class 
by the multiplying number of skilled 
workers by 300 and the number of 
unskilled workers by 75, and adding up 
the results. Explain that this is the total 
production of food and shelter in the 
economy without specialization and trade. 
(You can either relax the assumption that 
100 units of each good are required for 
survival , or point out that under this sys- 
tem unskilled workers will be in serious 
trouble.) 

B. Now introduce specialization by asking all 
skilled workers to produce shelter and all 
unskilled workers to produce food. Add 
up the total production in the economy. 
There should be much more total produc- 
tion than before. 

C. Have all skilled workers produce food and 
all unskilled workers produce shelter. 
There should now be much less total pro- 
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duction than before. Explain to the class 
that for specialization and trade to 
increase output, people should specialize 
by producing the product in which they 
have a comparative advantage. Skilled 
workers have to give up less food to pro- 
duce shelter than unskilled workers, so 
they have the comparative advantage in 
producing shelter. But unskilled workers 
have to give up less shelter to produce 
foods, so they have the comparative advan- 
tage in producing food. Specializing 
according to comparative advantage 
increases production levels and, therefore, 
the quantity of goods and services that 
are available for consumption. 

D. Show students how to calculate compara- 
tive advantages. In this exercise the 
opportunity cost of one unit of food to the 
skilled worker was one unit of shelter 
(producing set [cl instead of set [bl entails 
giving up 100 units of shelter to getlOO 
units of food), but to the unskilled worker 
the opportunity cost of one unit of food 
was only one-third unit of shelter (produc- 
ing set [cl instead of set [bl entails giving 
up 25 units of shelter to get 75 units of 
food). Conversely, the opportunity cost of 
one unit of shelter to the skilled worker 
was one unit of food, but to the unskilled 
worker the opportunity cost was three 
units of food. Thus, the skilled worker 
has a comparative advantage in building 
and the unskilled worker a comparative 
advantage in food production. 

ASSESSMENT 

Evaluate student answers to the questions in 
the procedure section. In addition, the follow- 
ing questions might be asked: 

1. Can you think of examples of comparative 
advantage between regions of the United States? 
Between countries of the world? 



2. True or False? When people, regions, or 
nations specialize and trade, there must be a 
winner and there must be a loser. (False. Trade 
only takes place if both parties expect to gain , 
and the standard of living of both parties can 
increase because total production levels are 
increased through specialization and trade.) 

3. Explain comparative advantage. (A compar- 
ative advantage exists for a producer if the 
opportunity cost of producing a good is lower 
than the opportunity cost other producers face in 
producing that product.) 

4. Jennifer and her younger brother Tom have 
been told by their parents to mow the lawn and 
wash the car. There is enough equipment for 
them to work together on each task. Should 
they do so? Jennifer can mow the lawn in one 
hour and wash the car in a quarter of an hour. 
Tom can mow the lawn in two hours and wash 
the car in one hour. What is Jennifers compara- 
tive advantage? (Washing the car , ; since her 
opportunity cost of washing the car is 1/4 lawn 
mowed , while it costs Tom more ( 1/2 lawn 
mowed) to wash the car. Conversely , Tom has a 
comparative advantage in lawn mowing , since 
when he mows the lawn he gives up washing 2 
cars while Jennifer gives up washing 4 cars.) 

How would you recommend they divide the work 
and complete the tasks in the least possible 
time? (Jennifer should wash the car alone and 
help her brother Tom finish the mowing.) 
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ACTIVITY 1 

TRADING RECORDS 



You are a skilled , You may spend 

your time in each round to produce 600 units 

of , or instead you may produce 100 

units each of food, shelter, and clothing. You 
must choose what you will produce at the begin- 
ning of each round. 

Your basic survival needs are 100 units each 
of food, clothing, and shelter during each 
round. If you do not acquire a minimum of 100 
units of each of these items, you will die. If 
you use all your time to produce each of these 
items for yourself, you will be able to produce 
enough to meet your basic needs, but you will 
having nothing left over. As an alternative, you 
can spend your time working to produce what 
you produce best, and then you can trade this 
production for whatever else you need. Any 
extra production above what is needed to sur- 
vive raises your standard of living. 

The objective of the game is to achieve the 
highest standard of living. Use the trading 
record in Activity 2 to record your initial pro- 



duction on line 1 and your trades on subsequent 
lines. Example: If you are a farmer and decide 
to produce 600 units of food, write 600 under 
the food column on line 1. Lets say you then 
trade 100 units of food with Andrea for 100 
units of shelter. On line 2 subtract 100 from 
your food column and add 100 to your shelter 
column. Lets say you then trade 150 units of 
food for 100 units of clothing with Tim. To 
show this, you will subtract 150 from your food 
column and add 100 to your clothing column. 

At the conclusion of each round, subtract 100 
from each column to represent your basic sur- 
vival needs. Any units remaining after that add 
to your standard of living. 

If any column is negative at the end of any 
round, you are “dead” and out of the game. If 
you are still in the game, determine your net 
gain for the round by adding your net gains for 
food, clothing, and shelter (line 5). The person 
with the highest numerical net gain achieves the 
highest standard of living and wins the round. 



Example of Trading Exchange Record 



Transaction 


Food 


Shelter 


Clothing 


Net Gain 


1. Initial production 


600 








2. Trade with Andrea 


-100 


100 








500 








3. Trade with Tim 


-150 




100 






350 








4. End-of-round basic needs 


-100 


-100 


-100 






250 


0 


0 


250 


5. Net gain 
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ACTIVITY 2 

TRADING RECORD 



Transaction Food Shelter Clothing Net Gain 



1 . 

2. 

3. 

4. 

5. 

6. 

7. 

8. 
9. 

10. 

11 . 

12. 

13. 

14. 

15. 
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TRADING 

AROUND 

THE WORLD 

INTRODUCTION 

Students often do not appreciate how perva- 
sive international trade is and how much it is 
growing. For example, in 1959 exports account- 
ed for only 4 percent of U.S. GNP. By 1995, 
that had nearly tripled. Economists expect this 
growth to continue, and each year more and 
more large and small businesses rely on interna- 
tional markets for their success, or compete 
with imported products that U.S. consumers are 
obviously more and more willing to buy. In all 
of these ways, international trade has a large 
and growing impact on students’ lives. 

Two key factors in the increase in world trade 
have been improved communications and trans- 
portation technology. Information today travels 
all over the world at the speed of light, and 
jumbo jets and huge supertankers crisscross the 
globe loaded with new and improved products. 
You hear it said many times, but it really is 
true that we live in an increasingly global econo- 
my. 

CONCEPTS 

Trade 

Specialization 

Interdependence 

Free trade 

Trade barriers 

CONTENT STANDARD 

When individuals, regions, and nations spe- 
cialize in what they can produce at the lowest 
cost and then trade with others, both produc- 
tion and consumption increase. 

Two factors that prompt international trade 
are international differences in the availability 
of productive resources and differences in rela- 
tive prices. 



Individuals and nations have a comparative 
advantage in the production of goods or services 
if they can produce at a lower opportunity cost 
than other individuals or nations. 

As a result of growing international economic 
interdependence, economic conditions and poli- 
cies in one nation increasingly affect economic 
conditions and policies in other nations. 

OBJECTIVES 

♦ Explain that international trade among 
nations has increased in recent decades and con- 
tinues to increase. 

♦ Understand several ways in which interna- 
tional trade affects everyday life. 

♦ Identify the major countries that purchase 
U.S. exports. 

♦ Identify the major countries that sell 
imports to people in the United States. 

LESSON DESCRIPTION 

Students first analyze and discuss information 
on the major U.S. trading partners. Then they 
identify the parent countries of businesses that 
produce familiar brand name products. Finally, 
students participate in an activity to identify 
the countries where clothing and other items 
seen in their classroom were produced. 

TIME REQUIRED 

One class period. 

MATERIALS 

♦ One transparency each of Visuals 1, 2, and 3 

♦ One copy of Activity 1 for each student 

♦ Water-based transparency markers 

PROCEDURE 

1. Explain to the students that international 
trade has increased greatly throughout the 
world. Discuss the basic reasons why this has 
occurred. (Improvements in communication and 
transportation technology. Lowering of trade 
barriers through treaties such as NAFTA and 
WTO. Increased income levels lead to 
increased demand for imported goods in many 
countries.) 
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2. Discuss the terms “exports” and “imports.” Ask the students to guess what percent of our 
GDP is imports. ( 15.796 ) What percent of our GDP do we export? (13.596) Ask the students to 
guess the top three nations that purchase U. S. exports, and the top three suppliers of U.S. imports. 
(Discuss Visual 1) 

3. To explore how interdependent world business has become, and how many companies that pro- 
duce familiar brand name products are actually foreign owned, display Visual 2, Where In the 
World? Ask the students to identify the home country of the listed products. Ask how foreign 
countries could produce so many common U.S. products. (Many products were first produced by 
U.S. firms, which were subsequently bought by foreign owners. Similarly , U.S. firms often buy foreign 
companies and market their products abroad .) 



ANSWERS TO VISUAL 2, WHERE IN THE WORLD? 


Nestle - Switzerland 


Vaseline - Great Britain 


Volvo - Sweden 


Friskies - Switzerland 


Shell - Netherlands 


Bayer Aspirin - Germany 


Sony - Japan 


Nike - United States 


Lipton Tea - Great Britain 


Gatorade - United States 


Baskin-Robbins - Great Britain 


Hardees - Canada 


Tropicana - Canada 


Adidas - Germany 


Burger King - Great Britain 


Levi Strauss - United States 


TV Guide - Australia 


Alka-Seltzer - Germany 


Firestone - Japan 


Michelin Tires - France 


CBS Television - United States 


Fila Shoes - Italy 


Ragu - Great Britain 


Bumble Bee Tuna - Thailand 



4. The Label Search Activity 

A. Divide students into groups of five. Give each group the following: 

• one copy of Activity 1, The Label Search, for each student 

• one transparency of Visual 3, World Map, for each team 

• one water-based marker for each team (perhaps using different colors for different teams) 

B. Each student will search the room for at least five clothing items and other items produced 
in another country. Allow students about 5-10 minutes for the search, and have the students 
record their findings on scrap paper. Students must identify the specific item (e.g., John’s 
coat) and the country where it was produced. 

C. In their groups, the students should compile their data and list at least 10 different items on 
Activity 1. Then the groups should color the countries where these products were made on 
the transparency of the world map. 

D. The groups should then answer the remaining questions on Activity 1. (You may choose to 
have each student complete a copy of this handout.) 





37 



LESSON FOUR 



E. Have one group member explain the group s 
findings on the overhead. Have the class 
identify patterns on each groups trans- 
parency. (Possible patterns: many products 
from Asia; none or few from Africa or the 
former Soviet Union; certain types of prod- 
ucts come from certain countries or regions , 
etc. Discuss why these patterns occur.) 

F. Discuss the answers to the other questions 
on Activity 1. 

Possible Answers for Activity 1: 

A. Geography and climate greatly influence 
what a country produces. For example , a 
sweater may come from Scotland because 
Scotland's relatively mild climate and hilly 
land are good for raising sheep. However, 
students may discover that sweaters are 
often made in countries not noted for wool 
production , such as Taiwan or South Korea. 
This is because low-cost labor, not natural 
resources , provides the greatest production 
advantage. These countries can purchase 
wool from other countries that specialize 

in wool production (such as Scotland) and 
then manufacture the siveaters. Because of 
modern communication and transportation 
technology ; countries today are less con- 
strained in their production by the 
natural resources available in their physi- 
cal geography. 

B. Some patterns will emerge. No goods at all 
may come from certain geographic areas 
(Africa, former Soviet Union, etc.). 

Electronic equipment may come mostly 
from Asian countries; shoes mostly from 
Italy , Brazil, Korea , or China. Students will 
also discover that many goods are produced 
in the U.S. 



C. When two parties trade, both expect to ben- 
efit. Each exchanges something valued less 
for something valued more. 

D. More. 

E. Answers will vary. Being more dependent is 
helpful in that consumers have access to 
more and better goods and services at lower 
prices. Increased interdependence through 
trade may lessen the chance for disputes 
turning into wars. There are possible disad- 
vantages , however. When a country is 
dependent on others it may find itself with- 
out key resources if wars do occur. Or a 
country may be faced with sudden price 
increases in key products , such as oil , as a 
result of changes in trading patterns or 
political policies in other countries. 

F. Groups' views will vary, but most economists 
are strong supporters of free trade and 
oppose trade barriers because trade 
increases income, output, and consumption 
levels globally. 

ASSESSMENT 

Ask the students what new insights they 
gained by doing this lesson. Discuss any dis- 
agreements there may have been in answering 
the questions on Activity 1. Assign the students 
to write paragraphs that complete the following 
statements: 

A. In this lesson I learned that... . 

B. International trade is beneficial to me 
because... . 
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LESSON FOUR 



VISUAL 1 

WHERE IN THE WORLD? 



Top 10 Purchasers of U.S. Exports— 1995 



Country 


Billions of Dollars 


Percent of Total Exports 


Canada 


127.2 


21.8 


Japan 


64.3 


11.0 


Mexico 


46.3 


7.9 


United Kingdom 


28.8 


4.9 


South Korea 


25.4 


4.3 


Germany 


22.4 


3.8 


Taiwan 


19.3 


3.2 


Netherlands 


16.5 


2.8 


Singapore 


15.3 


2.6 


France 


14.2 


2.4 


Total Exports from the U.S. 




$647.6 Billion 



Source: Statistical Abstract of the United States— 1996 



Country 


Top 10 Suppliers of U.S. Imports— 1995 

Billions of Dollars Percent of Total Imports 


Canada 


145.3 


19.6 


Japan 


123.5 


16.6 


Mexico 


49.5 


6.7 


China 


45.5 


6.1 


Germany 


36.8 


5.0 


Taiwan 


29.0 


3.9 


United Kingdom 


26.9 


3.6 


South Korea 


24.2 


3.3 


Singapore 


18.6 


2.5 


Malaysia 


17.5 


2.3 


Total Imports into the U.S. $743.3 Billion 

Source: Statistical; Abstract of the United States— 1996 
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IESSON FOUR 



VISUAL 2 

WHERE IN THE WORLD? 



What are the home countries of the firms that produce these products? 

Nestle Bumble Bee Tuna 

Shell Volvo 

Lipton Tea Sony 



Baskin-Robbins_ 

Burger King 

Firestone 

Ragu 



Tropicana . 
TV Guide . 



CBS Television 
Vaseline 



Friskies. 
Nike 



Hardees . 



Bayer Aspirin. 

Gatorade 

Adidas 



Levi Strauss 



Michelin Tires 



Alka-Seltzer. 
Fila Shoes 



sj 
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IfSSON FOUR 



VISUAL 3 

WORLD MAP 









ERLC30 
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LESSON FOUR 



ACTIVITY 1 

LABEL SEARCH 

Group Members 



1. Search the room for clothing and other 
items that were produced in other countries. 
Each member of your group must take part in 
the search. Find at least five items. On scrap 
paper write the name of the item (e.g., Johns 
coat) and the country where it was produced. 

2. Meet as a group and list at least ten differ- 
ent items and the countries where they were 
produced in the blanks below. 



transparency. 

4. Answer the rest of the questions on this 
handout. 

A. Analyze your list carefully. What are some 
specific reasons why these countries spe- 
cialize in the production of these items? 

B. What patterns do you notice in where the 
items were produced? 



3. Color these countries on the World Map 



Search Results 


Clothing or Item Description 


Country Where Produced 


1. 




2. 




3. 




4. 




5. 




6. 




7. 




8. 




9. 




10. 





C. When you or someone else buys the cloth- 
ing or items produced in a foreign country, 
who benefits? Explain your answer. 

D. Do you think trade makes our country 
more or less dependent on other countries 
for the things we want? 

E. Do you think it is good or bad to be depen- 



dent on other countries for the things we 
buy? Explain your answer. 

F. Discuss this statement. “To save American 
textile jobs. Congress should limit the num- 
ber of foreign clothes that are imported 
into our country.” Present your groups 
views to the class. 
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LESSON FIVE 



INTERPRETING 
TRADE DATA: 
GRAPHS AND 
CHARTS 



INTRODUCTION 

International trade contributes to global 
interdependence and represents an increasingly 
large part of the U.S. economy. For students to 
fully appreciate the impact trade has on their 
lives, they should learn to summarize and find 
patterns in economic data. Graphical analysis is 
a useful and convenient method of summarizing 
data. This lesson introduces students to the 
uses and possible misuses of graphs in interpret- 
ing economic data. The data presented here are 
readily available in many libraries should you 
want to update tables, using the sources indicat- 
ed for each graph. 

CONCEPTS 

Exports 

Imports 

Real gross domestic product 

CONTENT STANDARDS 

When individuals, regions, and nations spe- 
cialize in what they can produce at the lowest 
cost and then trade with others, both produc- 
tion and consumption increase. 

Like trade among individuals within one 
country, international trade promotes specializa- 
tion and division of labor and increases output 
and consumption. 

As a result of growing international economic 
interdependence, economic conditions and poli- 
cies in one nation increasingly affect economic 
conditions and policies in other nations. 

OBJECTIVES 

♦ Interpret graphs and charts. 

♦ Draw inferences from economic data about 
the importance of trade to the United States. 



LESSON DESCRIPTION 

In this lesson students are given short read- 
ings and asked to interpret gr aphs displaying 
information about international trade. The 
twofold purpose is to learn how to read graphs 
and to understand the breadth and scope of 
world trade. 

TIME REQUIRED 

One class period. 

MATERIALS 

★ One copy of Activity 1, Part A, for each 
student 

★ One copy of Activity I, Part B, for each 
student 

★ One copy of Activity 1, Part C, for each 
student 

PROCEDURES 

1. Distribute copies of Activity 1, Part A. 

Ask the students to read the instructions. 

2. Ask the students to offer an interpretation 
of Figure 1 by writing one or two sentences 
summarizing the graphs. 

3. Choose a few students to read their summa- 
ry statements aloud. 

4. Ask why there is so much difference in the 
summary statements. (Possible answers: a. 
There is too much information to summarize in 
one or two sentences. That is why we use graphs 
to summarize vast amounts of information, b. 
Students may not agree on the facts presented. 

c. Students may not agree on the interpretation 
of the facts.) 

5. Refer students to Figures 1 and 2, and ask 
them to answer the following questions: 

A. What is meant by “Billions of 1992 dol- 
lars?” (The data have been corrected for 
the effects of inflation by measuring every 
year's exports and imports with the same 
value of a dollar ; holding all prices con- 
stant at 1992 levels. In other words , real 
GDP [Figure 4J is calculated by multiply - 
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